'\ CONGRESSIONAL BUDGET OFFICE Douglas W. Elmendorf, Director
U.S. Congress

Washington, DC 20515

May 11, 2010

Honorable Jerry Lewis
Ranking Member

Committee on Appropriations
U.S. House of Representatives
Washington, DC 20515

Dear Congressman:

As you requested, the Congressional Budget Office is providing additional information
about the potential effects of H.R. 3590, the Patient Protection and Affordable Care Act
(PPACA, Public Law 111-148), on discretionary spending. The following analysis
updates and expands upon the analysis of potential discretionary spending under PPACA
that CBO provided on March 13, 2010. In particular, it provides an update of the earlier
tally of specified authorization amounts, as well as a list of programs or activities for
which no specific funding levels are identified in the legislation but for which the act
authorizes the appropriation of “such sums as may be necessary.”

Potential discretionary costs under PPACA arise from the effects of the legislation on a
variety of federal programs and agencies. The law establishes a number of new programs
and activities, as well as authorizing new funding for existing programs. By their nature,
however, all such potential effects on discretionary spending are subject to future
appropriation actions, which could result in greater or smaller costs than the sums
authorized by the legislation. Moreover, in many cases, the law authorizes future
appropriations but does not specify a particular amount.

CBO does not have a comprehensive estimate of all of the potential discretionary costs
associated with PPACA, but we can provide information on the major components of
such costs. Those discretionary costs fall into three general categories:

e The costs that will be incurred by federal agencies to implement the new policies
established by PPACA, such as administrative expenses for the Department of
Health and Human Services (HHS) and the Internal Revenue Service for carrying
out key requirements of the legislation.
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e Explicit authorizations for a variety of grant and other program spending for which
specified funding levels for one or more years are provided in the act. (Such cases
include provisions where a specified funding level is authorized for an initial year
along with the authorization of such sums as may be necessary for continued
funding in subsequent years.)

e Explicit authorizations for a variety of grant and other program spending for which
no specific funding levels are identified in the legislation. That type of provision
generally includes legislative language that authorizes the appropriation of “such
sums as may be necessary,” often for a particular period of time.

CBO estimates that total authorized costs in the first two categories probably exceed
$115 billion over the 2010-2019 period, as detailed below." We do not have an estimate
of the potential costs of authorizations in the third category.

Implementation Costs For Federal Agencies

The administrative and other costs for federal agencies to implement the act’s provisions
will be funded through the appropriations process; sufficient discretionary funding will
be essential to implement this legislation in the time frame called for. Major costs for
such implementation activities will include:

e Costs to the Internal Revenue Service (IRS) of implementing the eligibility
determination, documentation, and verification processes for premium and cost-
sharing credits. CBO expects that those costs will probably total between
$5 billion and $10 billion over 10 years.

e Costs to HHS, especially the Centers for Medicare and Medicaid Services, and the
Office of Personnel Management for implementing the changes in Medicare,
Medicaid, and the Children’s Health Insurance Program, as well as certain reforms
to the private insurance market. CBO expects that those costs will probably total at
least $5 billion to $10 billion over 10 years.

Explicit Authorizations of Discretionary Funding

Explicit authorizations are identified in Tables 1 and 2. Table 1 presents a list of items for
which PPACA specifies the authorized amount of funding for at least one year. It also
includes items for which initial specified funding levels existed under prior law but for
which PPACA extends the authority for continued spending. The specified and estimated
amounts shown in Table 1 total about $105 billion over the 2010-2019 period.

1. Subsequent legislation, H.R. 4872, the Health Care and Education Reconciliation Act (P.L. 111-152), modified
a number of provisions of H.R. 3592. However, H.R. 4872 contains no authorizations or changes in
authorizations of discretionary spending.
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Table 1 differs from CBQO’s table of specified authorizations provided on
March 13, 2010, in the following ways:

e Certain provisions that extend (existing) authorizations with a specified level have
been added. (In the previous version of that table, only new authorizations were
included.) Also, provisions that provide mandatory grants for 2010 but authorize
future spending of such sums as necessary (subject to appropriation) have been
included. Those provisions are noted in the updated table.

e Table 1 includes an estimate of the cost of section 10221 of PPACA, which
incorporates the provisions of S. 1790, the Indian Health Care Improvement
Reauthorization and Extension Act by reference. (CBO had not completed an
estimate of the Indian health provisions for the March 13 version of the
authorization table.) Those provisions authorize the appropriation of such sums as
are necessary for the Indian Health Service (IHS) for carrying out responsibilities
broadly similar to those in law prior to enactment of PPACA. As a result, the
amounts included in Table 1 reflect recent appropriations for those IHS programs,
with adjustments for anticipated inflation in later years.

e Table 1 also includes a few corrections to the table provided on March 13. For
example, section 5207, which authorizes funding for the National Health Service
Corps, was inadvertently left off the March 13 table but is included in Table 1.

Table 2 presents a list of new activities for which PPACA includes only a broad
authorization for the appropriation of “such sums as may be necessary.” For those
activities, the lack of guidance in the legislation about how new activities should be
conducted means that, in many cases, CBO does not have a sufficient basis for estimating
what the “necessary” amounts might be over the 2010-2020 period.

Although Tables 1 and 2 provide more information about the discretionary costs
associated with PPACA, they do not represent all of the potential budgetary implications
of changes to existing discretionary programs—including both potential increases and
decreases relative to recent appropriations. Some of those changes could affect spending
under existing authorizations or may lead the Congress to consider making changes—up
or down—in the funding for existing programs. Moreover, some of the potential new
costs for individual provisions of the legislation may be covered by the broad estimate of
$5 billion to $10 billion for administrative costs to HHS.
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I hope you find this information useful. If you have any questions about this updated
analysis of PPACA’s implications for future discretionary appropriations, please contact
me or CBO staff. The primary staff contacts for this analysis are Jean Hearne and Julie
Lee.

Sincerely,

/&wg@m&] Z&W%

Douglas W. Elmendorf
Director

Enclosures

cc:  Honorable David R. Obey
Chairman

Identical letter sent to the Honorable Thad Cochran.


Darreny
Doug Elmendorf


